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Municipal Accounting
*
By J. O. McKinsey

Municipal accounting has been defined “as a method em
ployed by a city for the purpose of recording its business trans
actions and finally coordinating these data around problems of
administration.”† When thus conceived, municipal accounting is
a subject of such vast proportions that one who is asked to dis
cuss it in a paper such as this must choose some specific phase
or phases of the general subject. Considering the length of time
which he may be expected to consume, it seems expedient to the
present speaker to eliminate a consideration of the technique of
accounting records and to confine this discussion to a considera
tion of the purposes which the accounting of a municipality may
serve, with the object of developing a method of approach to the
solution of municipal-accounting problems. The consideration
of the major topic will involve a consideration of three others
to which it is closely related:
The requisites for accomplishing the purposes outlined.
The principal problems involved in securing these requisites.
The relation of municipal accounting to municipal budget
making.
These three propositions will not be discussed separately,
but will be considered with the discussion of the major topic.
Purposes of Municipal Accounting
The purposes of municipal accounting may be stated in vari
ous ways and probably no two accountants would state them in
the same manner. It is thought that the following are sugges
tive:
To provide information with reference to the current flow
of cash.
*An address delivered at the regional meeting of the American Institute of
countants, St. Louis, Missouri, November 10, 1922.
†Frederick A. Cleveland.
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To provide information which can be used in planning and
controlling revenues and expenditures.
To provide information which can be used in judging
efficiency of employes.
To provide information which will show profit and loss on
those activities which are subject to profit-and-loss test.
To provide information by means of reports which can be
used for the guidance of executives and the enlightenment of
the public.

Information with Reference to Cash
The early records of municipalities were designed primarily
to give information with reference to cash receipts and disburse
ments. In many cases the only record kept was a cashbook. In
small towns this situation still exists in many cases. The officers
of many of these will contend that they perform only cash trans
actions and therefore need information only with reference to
cash. In a meeting of accountants it is unnecessary to explain
the inadequacy of records of cash receipts and disbursements as
a basis of administrative control, for the accountant has been the
most potent agency in teaching both the business and govern
mental executive the need for information with reference to in
come and expense as distinguished from information with refer
ence to cash receipts and disbursements.
It is not intended to depreciate the necessity of a city having
information with reference to cash. But it is desired to empha
size that to know the amount of the cash receipts, the amount of
the cash disbursements and the resulting balance is not sufficient.
Neither is it sufficient to provide that all cash receipts are prop
erly accounted for and that all disbursements are authorized by
the proper officials. It is equally important to provide (a) that
authority shall be granted for the expenditure of funds for neces
sary services and supplies only; (b) that these services and sup
plies shall be purchased at the lowest price consistent with the
procurement of a satisfactory product; and (c) that the services
and supplies shall be used efficiently after they are procured.
To attain these ends something more than a record of cash
transactions is required. In fact, it requires a development in
organization and accounting control which few of our cities have.
The following discussion will point out what some of these es
sentials are.
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Information for Planning
Expenditures

and

Controlling Revenues and

Effective administration of municipal finances requires a
close coordination of revenues and expenditures. It is unde
sirable to secure revenues greater than are needed to carry on
the operations which the city desires to perform for the welfare of
its citizens. It is equally undesirable for the city to attempt to
perform operations which are beyond its revenue possibilities. Of
course, by means of borrowings present costs may be paid from
future revenues, but the loans which can and should be made
are dependent on present and future revenue possibilities. The
coordination of municipal revenues and expenditures, like the
coordination of business revenues and expenditures, requires
careful planning. Without such planning, their coordination is
a matter of accident. When this planning is done in a system
atic way it results in budget making. The municipal budget is a
statement of the estimated revenues and estimated expenditures
of a city for a certain period of time set forth in such form and
supported by such collateral data as to show its financial needs
and revenue possibilities. It is a primary essential for effective
control of revenues and expenditures.
To show the need for a municipal budget is an easy task,
but to secure the installation of an effective budget is more diffi
cult. Such a budget presupposes three things:

(1) A definite and accountable organization for the ad
ministration of municipal affairs.
(2) A system of accounts so maintained that they will
serve as a basis for holding the organization accountable.
(3) A budget prepared in such form that it will represent
a system of future accounts in terms of organization responsi
bility.
Other requirements may be stated, but it is thought that
these can be provided if the foregoing essentials are obtainable.
The chief difficulty which the practitioner encounters in the
installation of budget control for any governmental body, is the
lack of a definite and accountable organization. Most govern
mental bodies are constantly increasing their activities and, as
these activities increase, new agencies are created for carrying
them on. Each new agency is usually established with little con
sideration of its relation to existing agencies. In most cases
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these agencies are placed under the supervision of the chief
executive only, and in many cases their authority is so strictly
established by law that his supervision is largely nominal. Under
such conditions, it is not long before these independent agencies
become so numerous that the chief executive cannot exercise
effective control over them, and the one possibility for a correla
tion of their activities becomes ineffective. This situation is well
illustrated in state governments. In 1917 when a reorganization
of the administrative activities of Illinois was undertaken, it was
found that more than one hundred separate agencies were report
ing to the governor. The impossibility of any governor’s super
vising and correlating the work of that many administrative
agencies is apparent. In most states, except the three or four
where a reorganization has taken place recently, a similar situa
tion exists. The situation of the national government, where
there are not only numerous commissions and bureaus report
ing to the president, but also an entirely unsystematic assignment
of duties to the various administrative agencies, is familiar to all.
Conditions similar to those which exist in state governments
and the national government exist in many cities. There are
numerous agencies reporting to the mayor and the activities per
formed by these various agencies is a matter of accident rather
than of any well-formulated administrative plan. It is the opinion
of the speaker that it is idle to talk of budget control or of ac
counting control until there is an organization through which this
control can be exercised. Neither budgets nor accounting sys
tems will operate themselves. They merely provide the means
for administrative control. They are facilitating devices.
With reference to organization, it is necessary to remember
that in a municipality as well as in a business enterprise the or
ganization must provide for the performance of three functions:
(a) the policy-making function, (b) the executive function and
(c) the staff function. The policy-making function can be per
formed by the legislative branch of the government. This branch
ought to restrict itself to policy formation which it expresses by
means of legislative enactments. It should not attempt to meddle
with executive tasks. The executive function should be vested
in the mayor. The mayor should delegate his authority to only
a few men. He should have reporting to him a small group of
from five to ten who are the heads of administrative departments.
All the administrative functions of the city should be classified
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so that they will fall into one of these departments. When new
laws create new activities, their performance should be delegated
to one of the functional departments instead of to a newlycreated commission or bureau. The head of each of the major
functional departments should organize the activities of his de
partment into functional groups and place a responsible head in
charge of each group. The head of each group should be ap
pointed, promoted and dismissed by the head of the department.
Under no conditions should he be answerable to the mayor as
many of the bureau chiefs are answerable to the president in our
national government. Only by this means can definite line au
thority and definite executive responsibility be fixed.
But if the line executives are to perform their tasks properly
and if they are to be held accountable for their actions, there must
be secured information from sources independent of the line of
authority. This is the function of the staff. Few municipalities
have any staff organization, and this is a primary reason why
few cities have effective budget or accounting control. It is not
to be expected that line executives will develop and supply the
information needed as a basis for holding themselves accountable.
By a staff is meant a group of skilled men so placed within the
organization that they can report to the line of authority and to
the chief executive all the information that is necessary in execu
tive accountability. This does not refer merely to an independent
comptroller although such an officer is of primary importance
from our viewpoint, but it also refers to independent specialists
in each major field of administrative activities.
Granted an organization that can be held accountable, the
next consideration is a system of accounting that will hold the
organization accountable. As an accountant, I am interested in
accounting, but I am interested in it only in so far as it enables
executives to control. I am not interested in accounts that are
regarded as an end in themselves. Special emphasis is placed
upon this for the accounting systems of many municipalities have
little relation to their organization. I regret to say that some
of these have been designed by accountants. It is important to
see that an organization chart should be the starting point in the
designing of an accounting system for a municipality as well as
for a business organization.
An accounting system is a prerequisite to the preparation and
enforcement of a municipal budget. A satisfactory budget can
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not be based on the imagination of municipal executives. It
must be based on experience as reflected in the accounting records,
modified by future needs and possibilities. After the budget is
prepared it must be enforced and a system of accounts is neces
sary for such enforcement. It is idle to allot a certain amount of
funds to a department if no record is kept of its expenditures so
that they will be restricted to the allotment. In designing the
accounting system it is necessary to keep in mind that it should
harmonize with the form of the budget and vice versa.
This leads us naturally to our third requirement that a bud
get should represent a system of future accounts stated in terms
of organization responsibility. The meaning of this requirement
can be well illustrated by the classification of expenditures for
budget purposes. Budget data on expenditures are usually classi
fied in one of the following ways: (1) by functions, (2) by or
ganization units, (3) by objects, (4) by character and (5) by
funds. In the past, the first and third classifications have been
employed most frequently. It is obvious that, if accounting is
to be used as basis for exercising executive accountability and the
accounts and the budget are to be correlated, the basic classifica
tion of budget data on expenditures should be by organization
units. A subclassification by objects can then be made. Such a
classification provides data for intelligently judging the proposed
budget and for enforcing it after it is adopted. We again see
the inseparable relation between organization, accounting and
budget-making and how an accounting system designed in terms
of municipal organization is an effective instrument for adminis
trative control of revenues and expenditures.
Information for Judging Efficiency of Employes

It is difficult to obtain information which can be used as a
basis for judging the efficiency of the employes of a city. This
difficulty is due primarily to the fact that there is an absence of
the profit-and-loss test in municipal affairs. In private industry
this test is a constant check on the efficiency of the members of
an organization and our accounting systems for private industry
are constructed on the assumption that profit is the controlling
motive of activities. Since the operations of a municipality are
not conducted for profit, the same type of accounting records
which we use for private industry are not well adapted to serve
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as a basis for judging efficiency and enforcing administrative
responsibility.
The most significant test of the efficiency of the operations
of a municipality is the value of the public service rendered in
terms of dollars spent. An increase in disbursements is not it
self an indication of lack of efficiency or lack of economy. Every
new function assumed by the city either involuntarily or by legis
lative enactment carries with it an increase in disbursements
covering the cost of this function. For instance, an increase in
the activities of the department of public health will lead to an
increase in the disbursements, but the service resulting there
from through the decrease in ill health and deaths may more
than compensate for the cost. The employment of a staff to
assist the line executives would increase disbursements, but it
would in many cases lead to real economy. An increase in dis
bursements, comparatively, may indicate only that there has been
an increase in the effectiveness of the discharge of public duties.
On the other hand, a decrease in disbursements, comparatively,
may not represent economy or efficiency in any sense. Disburse
ments may be decreased to the positive detriment of public service.
All this is axiomatic, but it is worth while in considering ac
counting as an instrument of municipal administration that we
realize its limitations as well as its possibilities. Accounting data
can usually not be used as a final test of economy or efficiency,
but merely as a means of roughly indicating the tendencies in
municipal administration. The service resulting from municipal
activities is usually not reflected in the accounting records. Sup
plementary data in statistical form must be obtained to use as a
check on the results shown by the accounts. As previously
stated, the most significant test of the efficiency of municipal
operations is the value of the public service rendered in terms of
dollars spent. Determining the value of service rendered is
usually a statistical rather than an accounting problem.
Although municipal accounting cannot and should not pre
sent the results of municipal activities in terms of profit and loss
it can and should show as a minimum the following:

(1) Accountability of city officers as to:
(a) Honesty in collection of revenues.
(b) Collection of revenues in conformity to law.
(c) Efficiency of plans for raising city revenue.
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(2) Accountability of city officers in reference to:
(a) Honesty of expenditures.
(b) Expenditures in conformity to law.
(c) Efficiency in expenditures (by activity costs judged
in terms of service rendered).
(3) Accountability of city officers as to:
(a) Care and custody of assets.
(b) Proper use of assets.
(c) Proper maintenance of assets.
(4)
(5)
for each
(6)

Accountability of city officers as to liabilities.
Accountability of city officers for the funds available
activity.
Efficiency of administrative procedures.

It is obviously beyond the scope of this discussion to con
sider how municipal accounting can be used to show each one of
these. I have stated these merely as a challenge of what the
possibilities of municipal accounting are in the placing of re
sponsibility and the judging of efficiency. There are two or three
of the foregoing, however, to which I wish to refer briefly.
As previously explained, one of the most difficult and yet
the most important of the foregoing possibilities is the showing
of the efficiency of expenditures. If the accounting system pro
vides for a departmental classification of expenditures and a
classification within the department by objects, it is then possible
to obtain expenditures by activities. For instance, it will be possi
ble to obtain the expenditures of the department of public health
and welfare in maintaining the home for incurables and from
the data provided by the records of this institution per capita
costs can be obtained. These costs can be compared period by
period. The limitations of such costs as an index of efficiency
are apparent, but they serve a useful purpose in showing trends
and as tentative standards by which to judge activities. Similar
“activity costs” can be obtained with reference to the various
classes of activities carried on by the city.
It will be noted that the foregoing outline proposes to hold
the city officers responsible for the care and use of city property.
This phase of city administration has been sadly neglected. After
property is purchased, it is lost to sight and no responsibility is
placed for its care and use. The accounting records should place
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definite responsibility for the use of all supplies and readily con
sumable property and should provide comparative data to show
consumption by different units of the organization. Centralized
purchasing and stores-keeping are necessary corollaries to the
exercise of such control. With reference to the more permanent
forms of property, comparative data should be available to show
the results obtained from their use during different periods and
the cost of maintenance for different periods. A plant ledger
should be maintained which would provide detailed data with
reference to such equipment and the equipment employed by each
department. The expenditures for both supplies and fixed prop
erty should be under the limitations of budget control. The
nature and value of the property owned should be shown by the
municipal balance-sheet.
The liabilities of a city should be recorded as faithfully as
are the liabilities of a private concern. It is rather amazing to
learn within recent months that a certain large city did not know
the amount of its liabilities. The officers of the city disagreed
by several hundred thousand dollars as to the amount of the city’s
indebtedness. Such a condition is, of course, inexcusable. The
municipal balance-sheet should show clearly to all the amount
and nature of the liabilities.
The city like the private firm must formulate administra
tive procedures for carrying on its activities. The desirability
of these procedures depends on the results obtained from their
use. The accounting system should be so designed that it will
harmonize with the procedures adopted and that it will show the
weaknesses of those which are ineffective.
Information to Show Profit and Loss on Certain Activities
Many cities carry on activities which result in the sale of a
product or service to their citizens. It is usually the intention of
the city to provide such services at cost. Some political scientists
contend that a city should make a profit on such activities and use
this profit as a means of providing other desirable services to the
city. Whatever the policy of the city may be, it is necessary that
accounts be maintained which will show the results of the opera
tions of these activities. For this purpose a system of cost ac
counts operated primarily in the same manner as those of a
private concern is necessary. In the main no peculiar problems
arise unless it be with reference to the proper overhead charge
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able to these activities because of the supervision provided by city
officers, and this is not an acute problem.
Municipal Reports

Since the records of municipalities until recent years dealt
only with cash transactions, reports prepared from those records
showed only cash receipts and disbursements. The development
of reports which can be used in municipal administration is quite
recent. Even the municipal balance-sheet is of recent origin.
As late as 1906 we find a speaker addressing the second confer
ence on uniform municipal accounting, asserting the following:
“A city as such has neither capital nor revenue.”
“The municipal corporation when considered as a separate
entity and apart from the private estates within its territory is a
penniless nonentity.
“Any attempt, therefore, to recognize in the general state
ment of a city the value of common properties, is seeking to ex
press a condition which does not exist and forces a construction
that is fictitious, meaningless and withal misleading.”
Today the municipal balance-sheet is one of the two or three
most significant reports prepared with reference to municipal
affairs. It can be used as the basis for answering many funda
mental questions with reference to municipal finance and ad
ministration. A statement of the most important of these ques
tions will serve to show the way in which municipal reports may
be used and will also show the relation of accounting to the
solution of administrative problems.
These questions may be divided into two main groups:
(1) Those which relate to resources and liabilities having
to do with the financing of current expense of the corporation.
(2) Those which relate to the acquisition of permanent
properties and equipment necessary to carry on city functions
with economy and efficiency.
The following are suggestive of the questions which fall
within the first group:
What are the due and demand liabilities?
What is the amount of cash available to meet such obliga
tions ?
What are the obligations incurred by hypothecation of rev
enue to provide cash with which to meet demand liabilities?
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What other liabilities have been incurred to obtain cash to
meet current needs?
What is the amount of collectible revenues and other ac
counts receivable which have not been hypothecated?
What is the amount of the surplus
Of collectible revenue and other accounts receivable
hypothecated over current liabilities secured thereby?
Of cash overdue and demand liabilities or vice versa?
Of collectible revenue and other accounts receivable not
hypothecated over current liabilities not secured ?
Balance of resources applicable to the payment of
liabilities which may be appropriated for future ex
penses ?
What is the amount of the inventories of goods on hand ?
What is the balance unexpended of appropriations made for
future expenses and for the future purchase of supplies, etc. ?
What are the present encumbrances and contract liabilities
incurred against such appropriation balance unexpended ?
What are the unencumbered balances of appropriations
available for the expense period not yet elapsed?
The following are suggestive of the questions which fall
within the second group:
What amount of indebtedness incurred for municipal capi
tal and equipment is still outstanding?
What are the contracts for payment of these obligations?
What are the balances unexpended of funds obtained for
construction or investment purposes ?
What has been the cost of properties and equipment pro
vided for purely governmental functions? What depreciation
has accrued on these?
What amount of the properties and equipment for govern
mental purposes has been obtained with funds received by borrow
ing ? What amount is represented by appropriations from
supplies ?
What has been the cost of properties and equipment for
educational, recreational and similar purposes? Have they been
maintained, and from what source were funds obtained for their
procurement ?
What classes of municipal enterprises are owned? What is
their cost? Have they been properly maintained? From what
source were funds obtained for their procurement?
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What investment has the city made in stocks, bonds, real
estate or other properties and rights not included in the other
classes of accounts enumerated? How were these investments
obtained? How have they been administered?
The balance-sheet should be designed with these questions
in mind. In designing other reports for the use of municipal
officers and the public a similar procedure should be followed.
The questions which the report is expected to answer should first
be determined and the report then designed accordingly. To
discuss the nature of these various reports is obviously beyond
the possibilities of this paper.
Problems Involved in Securing Effective
Accounting Control
There are three principal problems which are encountered
in seeking effective municipal accounting control:

1. There is usually a lack of an effective organization for
carrying on administrative affairs. As previously explained an
accountable organization is the first step in securing accounting
control. Four of the states have brought about an organization
of their administrative machinery along functional lines during
the last five years. Several of the states and the national govern
ment are carrying on investigations at the present time. No
doubt the movement will spread to cities in the not-distant future.
2. There is usually a lack of centralized accounting control.
Very often each separate agency and bureau keeps its own rec
ords. For instance,* in a comparatively small town it is possible
to find the following:
Council, records kept by city auditor.
School board, records kept by board secretary.
Board of industrial education, records kept by board secre
tary.
Library board, records kept by librarian, as secretary.
Board of public works, records kept by city auditor.
Board of water commissions, records kept by board secretary.
In a large city this condition may be greatly aggravated be
cause of the numerous semi-independent agencies of administra
tion. It is evident that with a decentralization of records it is
impossible to have effective accounting control. There is needed
in each city a comptroller who will have duties comparable to
*Dohr, Municipal Accounting.
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those of a comptroller in an industrial concern. Not only should
he be responsible for accounting procedures, but he should also
be responsible for the formulation of operating procedures for
use throughout all the departments of the city.
3. There is usually a lack of trained employes to perform
the accounting work of a city. If employes are obtained out
side the civil service their appointment is apt to be influenced by
politics. If they are engaged by means of civil service the salaries
paid are apt to be such that inefficient assistants will be obtained.
The centralization of the accounting control in the hands of the
comptroller will tend to avoid this condition and will at least make
possible efficient service in the designing and supervision of
records.

Summary and Conclusions
It has been the purpose of the foregoing discussion to em
phasize the following:
That the purpose of municipal accounting is to serve as an
instrument of municipal administration in the solution of cer
tain municipal problems which have been discussed.
That effective municipal administration is dependent on
effective municipal organization and that if accounting is to serve
as an aid in administration it must be designed in terms of or
ganization; that the starting point of a municipal-accounting
system is an organization chart of the municipality.
That the municipal budget is necessary for effective munici
pal administration and that an effective budget is dependent on
an effective accounting system; that there should be a close cor
relation of organization, accounting and the budget to the end
that the budget shall serve as a statement of future accounts in
terms of organization responsibility.
That the use of accounting in judging efficiency of munici
pal operations or municipal employes is dependent on a correla
tion of accounting and statistical data; that the accounting records
alone do not usually provide a standard for this purpose because
of the absence of the profit-and-loss test in municipal operations.
That effective municipal administration as well as public
policy requires the preparation and use of comprehensive reports
covering municipal operations, and that these reports should be
designed previous to the designing of the accounting system so
that the latter may be constructed in the light of the demands of
93

The Journal of Accountancy

the former: that municipal reports should be designed as an an
swer to the questions which result from the administration of
operations which they cover.
That to accomplish the foregoing it is necessary to have a
centralization of accounting, statistical and operating procedures
of the city in the hands of one executive usually termed the
comptroller.
In closing it may be suggested that municipal accounting, if
considered in the broad way which has been assumed in this paper,
offers a very interesting and lucrative field for the public ac
countant. But, if he is to cultivate this field for the greatest bene
fit to himself and to the municipalities which he serves, he must
approach the problem from the viewpoint of municipal adminis
tration rather than from the viewpoint of municipal bookkeeping.
To emphasize this truth is the primary object of this paper.
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